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Document No. 169
September 3, 2010

Accounting & Tax Committee

Japan Foreign Trade Council, Inc.

Comments on IASB “Defined Benefit Plans
(Proposed amendments to IAS 19)”

The following are the comments of the Accounting & Tax Committee of the Japan
Foreign Trade Council, Inc. (JFTC) made in response to the solicitation of comments
regarding the International Accounting Standards Board Exposure Draft “Defined
Benefit Plans (Proposed amendments to IAS 19).” JFTC is a trade-industry association
with trading companies and trading organizations as its core members, while the
principal function of its Accounting & Tax Committee is to respond to developments in
domestic and international accounting standards. (Member companies of the Accounting
& Tax Committee of JFTC are listed at the end of this document.)

[Question 1]
We agree with the proposed amendment for the following reasons.

¢ Under current accounting where unrecognized actuarial gains and losses are subject
to deferred recognition, financial statements do not reflect deficits in a defined
benefit plan, making it difficult to gain an accurate picture of corporate risk positions.
The proposal to apply immediate recognition universally means that the funding
status of a defined benefit plan would be more accurately reflected in financial
statements, rendering them more useful to both preparers and users of financial

statements.

e Eliminating the current option for deferred recognition of unrecognized actuarial
gains and losses will enhance comparability. Defined benefit liabilities (assets) and
their changes are important factors in measuring the financial positions and
business results of entities. We believe it is undesirable to allow for an option

whereby such changes remain unrecognized.



[Question 2]
We agree with the proposed amendment for the following reasons.

e There is no reason to differentiate between vested and unvested past service costs.
Therefore, single and uniform treatment is appropriate. Uniform treatment conforms
to the Question 1 proposal for immediate recognition of all changes in defined benefit

obligations and plan assets in financial statements.

e Because entities have control over plan amendments, the situation does not lend
itself to remeasurement. It is appropriate to recognize service cost as net profit or

loss when the plan amendment occurs.

[Question 3]
We agree with the proposed amendment for the following reason.

o Disaggregation of defined benefit cost into three components would clarify the
reasons for changes in defined benefit obligations and plan assets during a reporting
period. This would have a beneficial effect on enhancing the understandability and

comparability of financial statements.

[Question 4]
We agree with the proposed amendment for the following reason.

e As changes in demographic assumptions are similar to other types of changes in
assumptions, the allowance of exceptions will undermine the objective of uniform
treatment. Therefore, changes in defined benefit obligations resulting from changes
in demographic assumptions should be excluded from the service cost component and

included in remeasurement.

[Question 5]

Expected return is an estimate of investment returns on plan assets and differs
fundamentally from net interest on defined benefit obligations. Therefore, theoretical
questions arise with the use of a uniform discount rate. However, we agree with the

amendments proposed in the Exposure Draft for the following reasons.

o The current accounting practice of estimating the expected rate of return is open to

considerable arbitrariness. Moreover, this represents a highly exceptional case
9



because there is no other case in which income estimated at the beginning of the
reporting period directly affects net profit or loss.* Another consideration is that
major recent fluctuations in the market have frequently resulted in significant
differences between estimates and actual values in evaluating plan assets. We
believe it is particularly necessary to eliminate arbitrariness in the estimation of
expected return and the proposal in the Exposure Draft effectively eliminates
arbitrariness. It also enhances comparability because the finance cost component
solely reflects the impact of the passage of time. (*Note: There are a lot of other
cases in which asset/liability measurement results are reflected in net profit or loss
such as impairment, reserves, and trading securities. However, there is no case in
which estimates made independently at the beginning of the reporting period are
directly reflected in net profit or loss. For example, independent estimates made at
the beginning of the reporting period concerning capital gain or income gain on

securities held do not impact net profit or loss.)

o Investment of plan assets is designed to at least cover the interest equivalent of
defined benefit obligations. Therefore, there is an element of rationality in applying

the discount rate of obligations to estimate the increase in plan assets.

e Computing finance cost by multiplying net defined benefit liabilities (assets) by a
discount rate is a simple and convenient method for preparers of financial

statements.

[Question 6]

Ample room remains for discussing this matter because no clear theoretical distinction
has been made between presentation in net profit or loss and in other comprehensive

income. However, we agree with the proposed amendments for the following reasons.

e By presenting remeasurements in other comprehensive income, actuarial gains and
losses that lie beyond the control of management can be eliminated from net profit or
loss. These include actuarial gains and losses on market risk of plan assets and
interest rate fluctuation risk of defined benefit obligations. This allows for a more
appropriate understanding of costs as personnel expenses and would contribute to

more appropriate presentation in the statement of comprehensive income.

e The Exposure Draft proposes that remeasured items should be presented under
other comprehensive income and not recycled. Regarding this matter, we believe that
recycling is not justified for the following reasons. First, it is difficult to imagine that

unambiguous rules can be established concerning term allocation. Second, recycling
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1s incompatible with the selection of fair value through other comprehensive income
(FVTOCI) for equity instruments under IFRS 9.

e Very large balances are frequently maintained for defined benefit obligations and
plan assets because defined benefit plans continue to exist over very long periods of
time, extending from the past into the future. Speaking both from an intuitive and
practical perspective, we do not feel that a consensus exists on including the full
amount of actuarial gains and losses pertaining to these balances in net profit or loss
for the reporting period. Regarding this point, the proposal contained in the
Exposure Draft closely approximates the current standard that is widely in use (IAS
19, paragraphs 93A—93D). For this reason, the Exposure Draft proposal should be

easy to accept.

<Other Views Related to Presentation>

The following opposing views were expressed concerning the provisions of paragraph
119A(c), which stipulates that remeasurements recognized in other comprehensive

income must be transferred immediately to retained earnings.

The immediate transfer of remeasurements in other comprehensive income to retained
earnings was opposed on the following grounds. First, retained earnings should
represent the amount remaining after allocations to owners are subtracted from net
cumulative profit or loss. The second reason is the impact on dividends. It is true that
under the current provisions of IAS 19, if an entity chooses to recognize actuarial gains
and losses under other comprehensive income, those remeasurements must be
immediately transferred to retained earnings. However, under the current provisions of
IAS 19, entities also have the option of recognizing actuarial gains and losses under net
profit or loss. If the provisions of the Exposure Draft proposal are made mandatory,
entities will be left with no choice but to transfer other comprehensive income to
retained earnings without going through net profit or loss. Therefore, transfer to
retained earnings should be made optional (“may be transferred” instead of “shall be
transferred”) as in the case where an entity opts for OCI presentation of an equity
instrument (IFRS 9, paragraph B5.12), or as in the case of property, plant, and

equipment for which a revaluation model has been chosen (IAS 16, paragraph 41).

[Question 7]

It is necessary to differentiate between curtailments and settlements in order to help
users gain a better understanding. However, we believe it is unnecessary to stipulate

separate accounting rules for curtailments and settlements. For example, expenses other
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than remeasurements may be generated at the time of settlement. Therefore, there is no
justification in determining that all changes generated from settlement should be
included in other comprehensive income. A better approach would be to provide clear
definitions for differentiating between settlement and curtailment. Then, depending on
the nature of the recognized gain or loss, a judgment could be made on whether the gain

or loss represents service cost or remeasurement.

[Question 8]

One of the objectives of disclosure listed in the Exposure Draft is “to describe how
defined benefit plans affect the amount, timing and variability of the entity’s future cash
flows.” We are opposed to a proposal that would apply this exclusively to defined benefit
plans. Items affecting future cash flows can be found in various areas other than defined
benefit plans. For example, such items are also included in foreign exchange area.
Therefore, we believe that due consideration should be given to maintaining a balance

with the disclosure requirements of other items.

[Question 9]

Due attention must be paid to the cost and benefit of additional disclosure requirements.
Disclosure requirements that would place an excessive burden on preparers of financial
statements should be avoided. Therefore, we do not agree with the adoption of additional

disclosure requirements. In particular, we are opposed to the following.

<Sensitivity Analysis (paragraph 125>

o Even if service cost is computed to reflect changes in the actuarial assumptions made
at the beginning of the reporting period, this would only disclose the impact on
service cost for the current reporting period and would not provide any useful
information for projecting future cash flows. The outcome would be similar on the
liability side. That is, because the impact of the asset side is beyond the scope of the
sensitivity analysis, any impact of changes in actuarial assumptions would probably

not have a direct connection to projections of whole future cash flows.

e The actual calculation work of defined benefit obligations and service costs is
frequently contracted out to outside experts who perform the work on the basis of
certain estimates and preconditions established by the entity. Therefore, the
requirement of sensitivity analysis would place a heavy burden of cost and manpower

on entities.
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e Sensitivity analysis involves figures that are just calculations based on envisioned
changes in actuarial assumptions and does not involve figures that appear on
financial statements. We therefore believe it is inappropriate to subject them to

audit.

<Information about Factors that Could Cause Contributions to Differ from Service Cost

(paragraph 125K)>

o Entities may make contributions due to deterioration in plan assets. Thus,
contributions to plan assets and service cost are not necessarily linked. We therefore

do not believe that such disclosure would be useful.

e Such disclosure would involve highly specialized information on pension plans.

Therefore, we believe that it is not suited for disclosure in financial statements.

<Other Additional Disclosure Requirements (paragraphs 125C(b), 125G(b), 125H, and
125J)>

e Additional disclosures would not provide significantly useful information. From the
perspective of cost and benefit, we believe the current disclosure requirements are

sufficient.

In the event that the proposals of the Exposure Draft are adopted, more specific
explanations and examples should be provided, especially for the following: sensitivity
analysis, asset-liability matching strategies, and comments on any surplus or deficit that

may affect the level and timing of contributions over the next five years.

[Question 10]

e For entities participating in multi-employer plans, due consideration should be given
to the fact that participation in a multi-employer plan can be more efficient than
managing and operating an independent plan. For the following reason, we oppose
the proposal for additional disclosures about participation in multi-employer plans. It
is assumed that plan assets and retirement benefit obligations held in a
multi-employer plan will generally not be subject to management by individual
entities. We believe that this assumption and the proposal for additional disclosures

about participation in multi-employer plans are mutually contradictory.

e In particular, we believe that paragraph 33A(f)(iii) should be deleted on the following

grounds. If disclosures of expected contributions for the next five years and a
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description of the contractual agreement or other basis used to determine them are to
be based on best estimates, it would be very difficult to predict changes in the
economic environment over a five-year period. As a matter of probability, it remains
uncertain whether such information would be useful. Moreover, there is a risk that

such information may cause misunderstanding among users of financial statements.

[Question 11]

Defined benefit plans with shared risks among multiple participants can take two forms:
plans in which all participating entities are under common control, and plans in which
participants are a mixture of entities under common control and entities not under
common control. In the latter instance, as is the case with the standard form of
multi-employer plans, it is frequently not possible to apply defined benefit accounting.
Therefore, for cases in which participants are a mixture of entities under common
control and entities not under common control, an explicit statement should be included
stating that the provisions of “Defined benefit plans that share risks between various
entities under common control” (paragraphs 34-34B) are not applicable and that the

provisions of “Multi-employer plans” (paragraphs 29-33A) are applicable.

[Question 13]

We agree with the proposed amendment for the following reasons.
This amendment does not signify a major change from the current standard.
Furthermore, the amendment will bring greater clarity and reduce unevenness in

accounting.

[Question 14]

Because there is no stipulated rule, participating entities cannot determine individual
plan assets or defined benefit obligations, nor can they determine the rate or the
allocation percentage of contributions applicable to deficit in the plan. Instead, a single
contribution rate applies to all participating entities in multi-employer plans.
Consequently, there is no rational method for calculating plan assets and obligations for
individual entities, and we believe that conditions for establishing a consistent and
reliable basis for defined benefit accounting basically do not exist. Therefore, as a rule,
defined benefit multi-employer plans should be subject to the same accounting as
defined contribution plans. As an exception to this rule, only in cases where sufficient

information is available should multi-employer plans be subject to defined benefit
14



accounting.

[Question 15]

For the following reasons, we oppose retroactive application.

Compilation of past data for retroactive application will entail excessive

administrative burdens.

IFRS 1 “First-time Adoption of IFRSs” stipulates that in case of first-time adoption of
IFRS, retroactive application of IAS 19 will not be mandatory. The amendments in
this Exposure Draft represent major changes from the current IAS 19. Therefore, in

light of IFRS 1, entities should be allowed to avoid retroactive application.

In particular, the definition of the finance cost component (Question 5) can be
considered to be a matter of estimation. In line with rules on changes in accounting
estimates (IAS 8, paragraphs 32—40), this should not be subject to retroactive

application and should be limited to prospective application.

Regarding first-time adoption, we request that entities that have been using accounting

methods other than those presented in the Exposure Draft be permitted to use their

previous GAAP for the comparative information for their first IFRS financial

statements.

[Question 16]

It may be true that entities are already required to obtain much of the information

required to apply the proposed amendments. However, it should be understood that the

process of audit culminating in actual disclosure entails considerable personnel costs

and represents a significant burden on entities.

[Question 17]

The Exposure Draft proposes to draw a distinction between short-term and long-term
employee benefits based on the date when the entity expects the benefit to become
due to be settled, rather than on the date when an employee becomes entitled to the
benefit (paragraphs 7 and BC79). It is, however, not practical to require entities to

determine the date when benefits become due to be settled for individual employees
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covered by the same plan. Therefore, the treatment stipulated in the current IAS 19

should be maintained.

We oppose the Exposure Draft proposal to abolish the category for other long-term
employee benefits and to integrate this into a single category for post-employment
benefits (paragraph BC77). Although other long-term employee benefits may not
become due for settlement for more than 12 months, generally speaking, such
entitlements are rendered void within a few years. A second consideration is that
other long-term employee benefits are much smaller in scale and subject to far less
uncertainty than post-employment benefits. Consequently, it is impractical to
mandate disclosure while lumping these two types of benefits into one category. We
believe that accounting according to the current provisions of TAS 19 is not

misleading to investors and should be maintained.

Regarding termination benefits, as well as restructuring reserves as provided under
IAS 37, we request that due consideration be given to achieving convergence with
U.S. standards.

We request that provisions be established for treatment of non-cash contributions to

plan assets (including pension trusts).
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